INTRODUCTION
The study, "Identifying Drivers of Sustainable Rural Growth and Poverty Reduction," is part of ongoing efforts by the Central American Environmentally and Socially Sustainable Development (CA ESSD) Department in the Latin America and Caribbean (LAC) Region of the World Bank to strengthen analyses and strategies for rural development, and to address fundamental policy issues and investment priorities. One objective of this study is to develop an appropriate conceptual and analytical framework to understand how broad-based economic growth can be stimulated in rural Central America, and to apply the framework for country case studies. An asset-based approach has been adopted to guide the conceptual and analytical framework used for this study, whereby household assets are considered the "drivers" of growth. This paper provides an explanation of the asset-based conceptual framework, including a review of the literature. 
Background
Major economic, political and social changes have taken place in Central America (the region) 2 over the past decade. While these changes may have led to some improvements in well-being and reductions in rural poverty rates, the region is still characterized by persistent and stark inequalities in assets and incomes and high numbers of poor persons (Tejo 2000; Morley 2001; Sauma, 2002; Franko 2003; de Ferranti and others 2004) . Central American countries have long been characterized by dualistic agricultural sectors and pervasive rural poverty. Even though the Region has experienced significant urbanization, a significant share of the poor can be found in rural areas, while rural-urban migration continues to take place (Hereford and Echeverria 2003) 3 . Broad-based growth potential is constrained by unequal asset distribution. This inequality is most evident in terms of landholdings, but other key productive, social and locational assets are also unequally distributed among households and geographical areas (Attanasio and Szekeley 2001; de Janvry 2002) .
Policy reforms in the Central American countries led to new opportunities in the agricultural sector, especially for production of export commodities. In fact, agricultural growth in the 1990s was largely driven by increasing prices of key agricultural exports and land expansion. However, since the late 1990s, prices have fallen dramatically (notably coffee prices) and opportunities for land expansion have become more limited. Furthermore, there is not much optimism for sustained commodity price increases in the near future, with many commodities experiencing negative price trends (FAO 2002) . Thus agricultural growth rates have declined and there has been perception of a crisis in rural areas. The "rural crisis" in Central America (see Varangis and others 2003) has been compounded by natural disasters such as Hurricane Mitch and recurring droughts that have increased vulnerability in agricultural-dependent rural areas (de Ferranti and others 2000; IADB 2000; Keipi and Tyson 2001; Kiesel 2001) . Increased market and trade liberalization and decentralization all have the potential to create conditions for growth over time, but these changes, including the Central American Free Trade Agreement (CAFTA), further contribute to uncertainty in the short term.
Most vulnerable among the rural poor in the region are those with small landholdings and landless farm workers living in ecologically fragile areas, such as hillsides and sub-humid drought-prone areas. Many of these areas lack basic transport, communication and social infrastructure. Households in such areas have limited assets and livelihood opportunities. They tend to have lower levels of education, larger families, and strong communal traditions and cultural values that are not well understood in the context of the market economy. They produce for subsistence or the local market and are often net purchasers of food. Their productivity has not kept pace with other sectors of the economy, and many see migration as their best opportunity to escape poverty. Traditional policy and market-based reforms cannot quickly resolve decades of structural limitations facing the rural poor, including highly unequal access to productive and social infrastructure and unequal asset distributions.
I.2. Need for New Rural Development Perspectives in Central America
Governments and donors seldom understand what drives rural growth and poverty reduction. As a result they have little guidance on how they can formulate strategies and prioritize investments for the rural sector (Echevarria 2001a Ashley and Maxwell 2001; IFAD 2001; Valdes and Mistiaen, 2001; USAID 2001; IFPRI 2002; Richards and others 2002; ODI 2003) . There is also a World Bank-wide rural development strategy (World Bank 2002a).
Box 1.1: Diagnosing Causes of Rural Poverty versus Prioritizing Solutions
At a recent DFID-RUTA-ODI workshop on rural poverty in Central America it was noted that: "It is clear that the various rural development strategies must be simultaneously pursued since they are complimentary. But it is easier to diagnose the problems and come out with a set of apparently comprehensive multi-sectoral and "pluriactive" solutions, than to prioritize them in terms of scarce state and donor expenditure, and effectively implement the resulting packages. There are disappointingly few success stories (Richards and others 2002, p.10) ."
analyze and operationalize strategies and investments to promote sustainable povertyreducing economic growth in rural areas of Central America.
A central theme of this reappraisal of rural development strategies is that agriculture can not serve as the sole engine of poverty reducing growth in the rural economy, and that a more balanced and integrated multi-sectoral and spatial approach to rural development is needed; one that considers supply and demand linkages with non-agricultural activities in rural areas, along with rural-urban linkages, and migration. See box 1.2.
There is a need to recognize the "pluriactive" nature 5 of the rural economy (de Janvry and Sadoulet 2000; Lanjouw and Feder 2001; Haggblade and others 2002) . Furthermore, the heterogeneity of such factors as agro-ecological zones, access to infrastructure and services, climatic and environmental conditions, household assets (broadly defined) and livelihood strategies, formal and informal institutions within countries points to the need for more attention to sub-national areas and households within geographic areas. This requires improved geographic analyses that consider the heterogeneity of areas and households within areas. 6 The need for area-and householdspecific strategies adds to the complexity of formulating rural development strategies, investment priorities and the design of project interventions.
7 See table 1 for highlights of the World Bank's new rural development strategy for Central America.
Four basic "paths" have been identified for reducing rural poverty in Central America (see de Janvry and Sadoulet 2000; de Janvry and others 2002; USAID 2002) . Payments for environmental services have been identified as a fifth potential strategy for a poverty exit path (CCAD 2002).
• Agricultural path: Increased productivity and diversification to higher value enterprises for both: a) commercially oriented small farmers (primarily household employment and income), and b) larger commercial farmers (owner operated with hired labor).
• Pluriactive path: Focus on off-farm economic activities (including labor on larger farms), and also attempt to generate basic food staples for home consumption. 5 The pluriactive nature of the rural economy refers to the multiple activities that take place in rural areas. 6 See Jalan and Ravallion 1997; Hentschel and others 1998; Wilcox 1999; Bigman and Fofack 2000; IFPRI 2000; de Janvry 2002; de Janvry and others 2002; Demombynes and others 2002; Davis 2002. 7 To date, much of the focus on mapping efforts and spatial analyses for Central Americahas centered on identifying ecological zones and environmentally sensitive areas (see World Bank and CCAD 2001; Vreugdenhil and others 2002) .
Box 1.2: Agriculture as an "Engine of Growth"
A recent ODI Briefing Paper on "Options for Rural Poverty Reduction in Central America" states: "The main hope for agriculture as an engine of growth may lie with diversification. There have been some successes …. But diversification is not straightforward. … In sum, apart from a few non-traditional export crops, the agricultural sector does not currently exhibit 'engine of growth' characteristics. Can the policy and institutional obstacles be reversed? (ODI 2003, p.1-2)"
• Social assistance path: Both formal and informal assistance including safety nets, transfers, remittances, and special targeted programs.
• Exit path: Migration out of rural areas within country and outside country.
• Payments for environmental services: rural residents would receive payments for activities related to natural resource management and environmental quality.
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Notably, there is not one unique path to reduce rural poverty, and individuals and households selecting different paths will have varying degrees of success or failure depending on their portfolio of assets.
Despite challenges to the agricultural sector and the need to promote non-agricultural activities in rural areas, many policies and investments that support agricultural growth also support growth of the non-agricultural rural economy because of sectoral and spatial linkages. For example, investments in transport and communication infrastructure, education and health, and improvements in factor and output markets, can help stimulate agricultural and non-agricultural activities in rural areas. Thus, it would be a mistake to lessen support for agriculture in the hope that the non-agricultural rural economy could, in of itself, be the engine of poverty reducing rural economic growth (Start 2001; de Janvry and Sadoulet 2001; Reardon and others 2001) . Identifying synergies between agricultural and non-agricultural activities is key for rural development (see box 1.3). 
ASSET-BASED CONCEPTUAL FRAMEWORK
The asset-based approach focuses attention on the productive, social and locational assets of households, with the understanding that the quantity, quality and productivity of their portfolio of assets determines the potential for long-term growth and poverty reduction (see Siegel and Alwang 1999; Deininger and Olinto 2000) . As such, household assets are considered the "drivers" of sustainable growth and poverty reduction.
The asset-based approach can be used to explore relationships between: assets, context, behavior, outcomes (see de Janvry and Sadoulet (2001)). The assets of a household are broadly defined to include the productive, social and locational assets that determine the opportunity set of options for livelihood strategies (the household's revealed behavior). These actions, in turn, determine outcomes in terms of household well-being. 9 Of critical importance is the context, the policy and institutional milieu and the existence or absence of risks. The welfare-generating potential of assets depends on the interface between assets and the context. Thus policy reforms and the building of assets need to be considered in tandem, and integrated with risk management strategies (IADB 2000) . The asset-based approach is well-suited for understanding and analyzing rural poverty in Central America because of the Region's highly unequal distribution of assets among areas and households, high exposure to natural, economic and social risks, and the ongoing economic, political and institutional reforms. Figure 1 presents the asset-based conceptual framework graphically.
Using an asset-based approach to understand and analyze the rural situation in Central America frames overall development strategies and specific policy and investment alternatives in terms of households' productive, social, and locational assets; how they complement each other, and the specific interventions that can be taken to strengthen and protect their portfolio of assets in order to improve well-being. Given that agriculture can not serve as the sole engine of rural growth a more balanced spatial and multi-sectoral approach to rural development is needed.
10 This requires a household-level (microeconomic) orientation toward identifying drivers of growth --which is provided by the asset-based conceptual framework. The asset-based approach underlies the livelihoods approach (Carney and others 1999) and has increasingly been advocated by numerous development agencies including IADB, USAID, FAO, IFAD, DFID, CARE, and the Ford Foundation.
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Using the asset-based conceptual approach, "drivers of sustainable rural growth and poverty reduction" are evaluated by focusing attention on the assets and combinations of assets needed by different types of households in different geographical areas to take advantage of economic opportunities and improve their well-being over time. This study is not, for example, trying to identify particular enterprises such as cut flowers, broccoli, snow peas or sub-sectors that might stimulate growth and poverty reduction. Instead our approach can be useful to understand the type and combination of assets that are required by households to take advantage of a particular enterprise or development path.
Components of the Asset-Based Approach
A household's assets consist of the stock of productive, social, and locational resources used to generate well-being (see Moser 1998; Siegel and Alwang 1999; Rakodi 1999; Carney and others 1999; de Janvry and Sadoulet 2001) . 12 Household assets are broadly defined to include tangible and intangible resources drawn from individual, household, community, and national and global levels (see Annex 1). According to the asset-based approach, the poor are "asset-poor"; they have limited assets, hold assets with low returns, and/or are unable to exploit their assets effectively (see box 2.1).
Household assets include tangible assets such as land and other natural assets, specific agro-ecological conditions, equipment and other physical assets, livestock, housing, financial assets, human capital (education, skills, health and nutritional status) and household composition. Intangible assets are also important, such as social capital and political rights (the degree of inclusion/exclusion), and the capacity and openness of institutions. In addition, community and regional assets such as infrastructure (roads, communication, markets) , educational and heath infrastructure, location and access to infrastructure and services affect households' livelihood opportunities and returns on other assets.
Most economic analyses focus on productive tangible assets and how they generate returns. One reason is that data for tangible assets are more easily collected and available. However, there is growing consensus that both tangible and intangible assets, and their interplay, are important, especially in the context of risk management of vulnerable households. As noted by Narayan and Pritchett (1997) , poverty analyses that focus exclusively on tangible household assets miss a large part of the "poverty puzzle", by ignoring the community and social context. See box 2.2. 
Box 2.1 Assets and the Rural Poor
"Poor people in Latin America are poor because the market value of their assets is low and because opportunities to augment these assets continue to be low as well. In addition, the poor are often at a disadvantage with respect to the rate and variability of return on these assets, which helps explain their low market rate. What needs to be done to provide the rural poor with increased access to assets and to provide them with opportunities for sustainable increases in their returns to these? Different approaches are required to address the existing heterogeneity in asset endowments and the many factors that affect access and returns with a specific geographic setting of the population being targeted. In broad terms, these factors include the rules of trade, market access, technology, governance, and economic and environmental shock (USAID 2002 p.32)."
More attention is now being placed on social, institutional and political relationships among households within and outside the community; such as gender relations, social ties and networks, social cohesion, empowerment, participation in organizations, and effectiveness of collective action (Moser 1998; World Bank 2002c) . Physical and social infrastructure complement other assets and help determine the expected returns and the risks of these other assets. In addition, the location (e.g., proximity or distance) of infrastructure is considered to be a critical asset, because it influences the availability and accessibility (e.g., transaction costs) of goods and services (van de Walle 2000a; 2000b) . Obtaining and analyzing data on this range of parameters is a major challenge for researchers and will require investments in data collection and analysis.
There is considerable heterogeneity of households' assets and livelihood strategies in rural areas of Central America. Differences in agro-ecological conditions have an important impact on opportunities and constraints for rural households, because they determine, to a large extent, the potential for agricultural and activities linked to agriculture, and the environmental impacts of these activities (FAO 2001) . In many cases, agro-ecological zones are also highly correlated with other assets at the household, community and regional levels (see table 2). Areas with low agricultural potential and located in environmentally sensitive zones often have relatively higher proportions of indigenous populations and higher poverty rates, and/or constraints on income generating potential from assets because of high transaction costs related to remoteness (Pichon and Uquillas 1999; FAO 2001; World Bank 2002c; Wadsworth 2002) .
13 See box 2.3.
13 Notwithstanding the forward-looking character of this study, it is also critical that the historical context not be ignored. That is, the location of poor households, their assets and assets at the community and local levels have been shaped by history. The quantity and quality of assets, and their complementarity determine household wellbeing and growth potential, for a given context. Certain assets are effective only if combined with others, and their sequencing can also be critical. For example, access to high-quality land has different implications for well-being depending on its location relative to markets and other infrastructure or on access to credit and high-quality inputs. Education may have markedly different implications for welfare generation depending on location, the functioning of labor markets and related institutions. The existence of good transport and market infrastructure is essential for successful adoption of agricultural technology, by lowering transaction costs and opening new trade opportunities. 14 Other important determinants of asset productivity include the regulatory and legal systems, which determine the security and transferability of assets such as property rights, the (formal and informal) mechanisms of market, and social and political inclusion and/or exclusion such as human rights. These characteristics are inexorably tied to the context. The distribution of assets among households and communities and their welfaregenerating potential depend on the context (past, present, future), which includes exogenous and endogenous factors. The context consists of the institutions and policies that define ownership and acceptable use of assets, along with the risks that affect the welfare-generating potential of assets. The political, legal and regulatory context determines, to a large extent, how households' assets can be managed to achieve wellbeing (de Soto 2000; Zezza and Llambi 2002) . See box 2.4.
14 Successful adoption of technology depends on the objectives of adopting households. In the case of profit maximizing behavior, the successful adoption of technology should lead to increased household income.
Box 2.3 Heterogeneity of Assets and Asset Combination Held by Rural Households
"Actions to build up assets are essential to rural prosperity and rural poverty reduction strategies. The asset positions of the poor are highly varied. Geographic locations vary greatly in terms of natural assets and other physical assets, including roads, electricity, and irrigation, as well as in human and social assets. There are also cross-linkages between assets that must be accounted for in strategies aimed at increasing access or building up asset stocks. When more assets are owned, the opportunities for increasing the productivity of all assets are enhanced and, therefore, there are more opportunities for accumulation of additional assets. For example, land has a much higher return when combined with human capital. The high degree of variability in assets positions also means that is impossible to create a single blueprint for building up assets of the poor." USAID 2002, p.39)." (emphasis by author)
A major determining factor of the context in which the rural economy operates is how institutions at macro, meso, micro levels function, their degree of inclusiveness, and how they interact. This includes public and private sector institutions, civil society and NGOs, and any other formal and informal organizations and groups. Indeed, issues of governance are critical, and many new initiatives toward decentralization have been stymied by the lack of governance capacity and skills. Incompetence and corruption are also widespread. Governance issues are important for area comparative advantage and competitiveness and are receiving more attention by development agencies (World Bank, 2002c) .
The issue of "access" to assets and to markets is also closely linked to the context, where the "rules-of-the-game" are set (e.g., human and property rights, rules and regulations that relate to social and political inclusion, and environmental quality standards and enforcement).
15 See box 2.5. 15 An example of the asset-context interface is the issue of property rights for indigenous people and their access to natural resources. It is the larger society that has historically decided on the property rights for indigenous people, oftentimes denying indigenous people to capitalize on their assets.
Box 2.4 Assets and Institutions
The 2003 World Development Report focuses on the role of institutions, and it also highlights the strong linkages between assets and institutions. "For people to thrive, assets must thrive. A broad portfolio of assets -physical, financial, human, social, and environmental -needs to be managed responsibly if development is to be sustainable -because of thresholds and complementarities among assets. Institutions such as property rights and the rule of la are essential for the creation of human-made assets and the efficient operation of markets as a coordinating institution. Additional institutions are needed to coordinate and ensure an adequate supply of assets that are not spontaneously provided by markets: environmental assets and social assets. … The distribution of assets is critical in determining whom institutions serve … Groups that lack assets tend also to lack voice, security, and a stake in the larger society, hampering the ability of institutions to perform their necessary coordinating functions … It is difficult, but possible, to design policies that increase voice and access to assets (World Bank 2002c, p.1).
(emphasis by author)
Box 2.5 The Mystery of Assets
In a book called The Mystery of Capital, de Soto (2000) explains the "mystery" of the assetcontext interface. ""Capital, like energy is also a dormant value. Bringing it to life requires us to go beyond looking at our assets as they are to actively thinking about them as they could be. It requires a process for fixing an asset's economic potential into a form that can be used to initiate additional production …. {the} key process was not deliberately set up to create capital but for the more mundane purpose of protecting property ownership. … Although we use these mechanisms all the time, we do not realize that they have capital-generating functions because they do not wear that label. We view them as parts of the system that protects property, not as interlocking mechanisms for fixing the economic potential of an asset in such a way that it can be converted into capital. What creates capital in the West, in other words, is an implicit process buried in the intricacies of its formal property systems (p. 45-46)."
Thus, the context is determined by a wide array of policies and public investments, and the overall efficiency, equity, and transparency of their design and execution. See box 2.6.
The risks to which rural households and their assets are exposed are also part of the context. This includes climatic risks such as drought, flood and hurricanes), price risks (for outputs and inputs), commodity price fluctuations, lack of markets, human health risks, plant and livestock diseases and pest infestations, and risks associated with conflicts and crime that affect personal security (de Ferranti and others 2000; IADB 2000; Keipi and Tyson 2002; Kiesel 2001) . 16 The presence of risk often invokes a cost of risk management; this cost can include lower income due to risk avoidance behavior (opportunity costs) and risk-reducing activities (actual costs), and costs associated with coping activities. Risk also induces fluctuations in consumption and can, by itself, lower household well-being (for example, household concerns about food insecurity).
To a large extent, the context is shaped by factors external (or outside the control) of households. Domestic and international policies, institutions and markets, and forces of nature shape the context. On the other hand, households can invest in assets, and allocate their assets and select livelihood strategies in a manner that reduces risks associated with the prevailing context. Furthermore, important links between policies and risks exist, because policies and investments can either increase risk and exposure to risk, or help households better manage risk and vulnerability to poverty (Siegel and Alwang 1999; Anderson 2001; Varangis and others 2002; Siegel and others 2003) . In addition, social protection and safety nets can help households manage risk (Lustig 2001; World Bank 2001; Devereux 2001) . The general lack of risk management instruments for the rural poor in Central America constrains their ability to protect their assets and to generate higher returns from their portfolio of assets (see box 2.7).
Box 2.6 Growth and the Investment Climate
According to the 2003 World Development Report: "Eliminating poverty requires growth and investment. Efforts to generate a strong investment climate -including sound macroeconomic fundamentals, good governance, and basic infrastructure -need to be strengthened at the national level. … The importance of a sound investment climate as a core component of sustainable development is becoming widely recognized, as exemplified by the prominent position of governance on national agendas and by the progress over the past decade in confronting corruption through the concerted efforts of governments, civil society, and the private sector to change the rules of the game (World Bank 2002c, p. 
17). (emphasis by author)
Despite the low asset-based of many rural poor households, there is still potential to assist them by: increasing the efficiency and use of their existing assets, increasing the productivity of their existing assets, providing them with additional assets, by protecting the assets, and different combinations of these options. This requires investments, policy and institutional reforms, and significant capacity building. It also requires time. The temporal dimensions and dynamics of asset enhancement and expansion need to be carefully considered in project planning.
17 A critical part of this process includes enhancing and expanding human and social capital, whereby individuals, households and communities learn entrepreneurial and management skills to become empowered in the newly liberalized and decentralized markets and institutions (Siegel and Alwang 1999; de Janvry and Sadoulet 2001; Attanasio and Szekely 2001) . See box 2.8.
The "opportunity set" (options) for households to achieve different levels of well-being depends on the interface between a household's assets and the prevailing context. Strategic management by a household of its asset portfolio to achieve preferred wellbeing outcomes defines its behavior or livelihood strategy (Ellis 1998; Carney and 17 For example, it is important to consider the short-term cash flow needs for projects that include investments in assets because returns can take time to materialize. Such is the case with investments in fruit orchards and livestock, for example.
Box 2.8 Why the poor are poor: Lack of assets and low asset productivity
Explaining why the poor are poor in Central America, Valdes and Mistiaen (2001, p.12) cite another study that states: "Most basically it is because they have few assets (both human and physical, including social capital) and also because the productivity of their assets is low. The assets are meager not only in quantity but also in quality (for example, low levels of schooling are usually combined with poor quality of schooling). The low productivity of assets results from a combination of government failures and imperfect of incomplete markets." Valdes and Mistiaen (2001) claim that: "This taxonomy helps in guiding the analysis of rural poverty determinants by distinguishing those factors that contribute or constrain the building of the assets of the poor (education, demographics, land, and others) from those influencing the productivity of such assets (the incentive framework, financial policies, overall economic growth, and others). Traditionally the bulk of the literature on agricultural development and poverty in Latin America has emphasized control over assets (land in particular) as the key factor in explaining rural poverty. Why the "low productivity of assets" effect on rural poverty has been practically ignored in a region with such a history of poor policies is puzzling." (emphasis by author)
Box 2.7 Risks and Risk Management
"Small farmers are particularly vulnerable. Many reside on the margins of fragile ecosystems where weather risks are high. Few small farmers have the financial reserves needed to protect their incomes and welfare in bad years. A number of measures could mitigate farmers' risks: insurance markets; forward pricing contracts; diversifying productive activities and employment outside the farm sector; provision of early warning information; applied research on sustainable management of natural resources; and policies aimed at improving access to public services in general (health, education, technical assistance) and the operation of markets for key inputs" (IFPRI 2002, p.1). others 1999). Livelihood strategies include: land and labor use decisions, investments in education, migration, participation in social capital building and other asset allocations. Livelihood strategies also include women's and children's unpaid labor for a wide range of household based tasks such as cooking, cleaning, caring for young children and economic activities such as planting, weeding harvest of crops and raising of small animals. Different economic and social activities require mobilization of different amounts and types of assets. Asset holdings determine the ability to undertake a given enterprise and the productivity of resources allocated to that enterprise, while the potential returns depend also on the context. The asset-based approach uses a "livelihood focus" in recognition that rural households hold a portfolio of assets and allocate these assets among a range of welfare-generating activities, and the particular livelihood activities reflect an explicit (or implicit) multidimensional objective function including economic, social, cultural, environmental, outcomes (Chambers and Conway 1992; Carney and others 1999) . The asset-based approach helps us understand why and how households manage assets and risks to "select" certain livelihood strategies to achieve welfare outcomes; in the face of specific asset-context interface conditions (Wadsworth 2002) . See box 2.9.
Livelihood strategies of rural households in Central American include a wide range of on-and off-farm agricultural and non-agricultural activities as self-employed or laborers, and migration (temporary and permanent). It has been estimated that about 50% or more of rural households' income in the Central American countries come from rural non-farm employment (RNFE) (Berdegue and others 2001; Reardon and Berdegue 2002; Corral and Reardon 2001) . 18 Many of the RNFE jobs are low-skill and low-paying jobs that are not obvious paths out of poverty. More attention needs to be devoted to understanding households' asset portfolios and allocation of assets, particularly labor. For example, contrary to long held beliefs in the need for labor intensive agricultural technologies, many small farmers with limited land assets really would be better served by labor saving agricultural technologies to free up labor for alternative activities (USAID 2001; Reardon and others 2001; Start 2001) . See box 2.10.
The asset-based approach also focuses our attention on the longer-term implications of short-term decisions about the allocation of assets. For example, coping strategies used by poor rural households can lead to the degradation or decapitalization of assets such as cutting down trees, taking children out of school and these actions can contribute to a cycle of poverty. Alternatively, household livelihood strategies can lead to improved asset portfolios such as investments in improved technology, training programs, empowerment in social and political networks that can lead to a virtuous cycle of sustainable growth. Asset accumulation and changes in livelihood strategies are important drivers for sustained improvements in well-being, and this study describes patterns of asset accumulation and livelihood strategies and investigates their causes.
Agricultural-led growth is potentially an important engine of rural growth, but it is not the only one. It is important to consider a wide range of sectoral and spatial linkages and multipliers as part of rural diversification strategies, and their distributional impacts (by economic activity, by location, over time, who benefits/losses, and its environmental sustainability (Varangis and others 2003) . It is also important to emphasize the fact that many of the so-called non-agricultural goods and services are, in fact, linked to agricultural activities. 19 See table 3 for more details about coordinating agricultural and non-agricultural sectors in the rural economy.
A considerable body of development literature that praises the diversification of livelihood strategies of poor rural households, implying that diversification can increase incomes and/or reduce risks (Ellis 1998 ). However, diversified or specialized livelihood strategies can only be judged as "good" or "bad" only given a household's objective function and outcomes in terms of well-being (Siegel and Alwang 1999). 20 Moreover, rural diversification, is not necessarily poverty reducing. In most cases there will be winners and losers, and those minimally affected such as remote communities that are semi-subsistent and autarkic). In fact, there is evidence that past diversification initiatives in Central America have been biased toward higher-potential areas and households with stronger asset bases (Tabora 1992) . Diversification efforts targeted to lower-potential areas with high transactions costs such as those that are geographically remote and/or are characterized by disadvantageous agro-ecological conditions, lack of infrastructure, low human capital might require relatively large per-capita investments in tangible and intangible assets, with relatively low returns in the short-term (Start 2001; Reardon and others 2001) . This implies that national and local governments need explicit growth and/or poverty reduction objectives to carry out targeted investments effectively. It also implies the need to recognize potential growth-efficiency-equity trade-offs.
Ultimately, we are concerned with outcomes that reflect household well-being and prospects for growth over time. 21 Household well-being is multi-dimensional, and some of these dimensions are admittedly very difficult to quantify and measure (World Bank 2000) . Since income and consumption are more easily measured and generally correlate well to other indicators of well-being, they tend to be the primary indicators used, especially in the quantitative analyses. Non money-metric approaches can be found, but usually the indicators are tied back to the concept of poverty using a money-metric baseline (Glewwe and van der Gaag 1988 ).
However, different measures of well-being can be used to measure outcomes to reflect economic, social and environmental outcomes that can be material and/or non-material in nature. See box 2.11.
More attention is being devoted in the development literature to multi-dimensional economic, social and environmental measures of well-being (Moser 1998; Carney and others 1999; Coudouel and Hentschel 2000; Narayan and others 2000) . Poor rural households are also concerned about food security, health status, vulnerability in general, empowerment and self-esteem, participation in community affairs, environmental quality, and hopefulness towards the future (Carney and others 1999; Narayan and others 2000) . Such measures of well-being are not easy to obtain and quantify, necessitating the use of participative methods and qualitative analyses.
Poverty tends to be a transitory state for many households and that there is a tendency to move above and below the poverty line. That is, many households are vulnerable to poverty because of changing asset-context conditions and livelihood strategies (Siegel and others 2003; World Bank 2001) . Changes in well-being may be concentrated along certain points of the distribution of well-being (not just below the poverty line), and public policy should be designed to improve well-being for broad segments of society -not just those below or above the poverty line. Because of these factors, it is important to examine levels and changes in well-being along the entire distribution of rural households; including poor and non-poor households (Alwang and others 2002) .
The asset-based approach leads us to consider a variety of measures of household wellbeing. It also leads us to use both quantitative and qualitative analyses to better understand the complex relationships between assets-context-behavior-outcomes. This is because we need to consider tangible and intangible assets and material and non-material measures of well-being, in addition to subjective perceptions about opportunities and risks and the selection of multiple livelihood strategies. More tangible outcomes are measures of income/consumption, savings, food security, and nutritional and health status. Intangible measures of well-being are more subjective, and include perceptions of self-esteem and empowerment, hope for the future, and leisure and recreation.
CONCLUSION
The asset-based approach is an appropriate conceptual framework for organizing thinking about poor rural households in Central America, and for identifying drivers of poverty-reducing growth. The asset-based approach considers linkages between households' portfolios of productive, social and locational assets, the policy, institutional and risk context, their behavior as expressed in their livelihood strategies, and outcomes in terms of well-being. For economic growth to be poverty reducing in a sustainable manner, it is critical to have a better understanding of poor households' asset portfolios, and how assets interact with the context to influence the selection of livelihood strategies which, in turn, determine well-being.
The focus on assets is appropriate given historically stark inequalities in the distribution of productive assets among households and geographical areas in Central America. Such inequalities are likely to constrain how the poor share in the benefits of growth, even under appropriate policy regimes. Because of these inequalities, policy and market-based reforms alone cannot quickly level the playing field between the asset poor and those who possess the complementary assets necessary to exploit economic opportunities.
Instead of trying to identify particular enterprises (such as cut flowers, broccoli, or snow peas) or sub-sectors (crop, livestock, forestry) that might stimulate growth and poverty reduction, it is suggested that an analysis of the quantity, quality, and productivity of assets needed by different household types in different geographical areas to exercise their potential for generating long-term growth and improving well-being. The focus on assets can also help delineate public and private roles in building and strengthening asset bases.
Thus, it is suggested that drivers of growth be defined as the assets and combinations of assets needed by different types of households in different geographical areas to take advantage of economic opportunities and improve their well-being over time. It is important to examine the relative contributions of these assets, and identify the combinations of productive, social, and location-specific assets that help poor households take advantage of prospects for poverty-reducing growth. By examining the role of assets in achieving development objectives, it is possible to direct policy reforms and investments in a manner that has sustainable impacts on poverty reduction.
Policy reforms can change the context and income-generating potential of assets. Investments can add new assets or increase the efficiency of existing household assets, and also improve households' risk management capacity. Investment priorities and project design influence (and are influenced by) the sequencing and complementarity of changes in the asset portfolio. After all is said and done, a household's asset portfolio will determine whether growth and poverty reduction can be achieved, and sustained over time.
The asset-based framework is amenable to different analytical techniques. • Need for "right" mix of policies, institutions and support programs to improve the investment climate • Macroeconomic and trade policies, sectoral policies and programs, and good governance are key to competitiveness • Agricultural growth is critical for rural development, but there are many nonagricultural rural activities that are critical for both agricultural and rural development • Rural-urban dynamics and linkages, including migration need to be considered • Need for a regional development perspective (i.e., "rural space approach") based on a "new institutionality" with decentralization and more local participation, and the inclusion of marginalized groups • Increased productivity, competitiveness and private sector development are (or at least should be) key engines of growth • Need for efficient and equitable access to product and output markets • Need to build human and social capital by expanding delivery of education, health and nutrition services targeted to the rural poor • Need to broaden and strengthen risk management and to provide social assistance and safety nets for the poor and vulnerable • Need to manage natural resources in a sustainable manner through better incentives, regulations, and enforcement • There is a need to identify differentiated options for different households and zones because of heterogeneity in assets, context, and livelihood strategies.
• Agricultural development might be a driver of rural development in some areas, but not in most poor rural areas. Non-agricultural activities are critical for successful agricultural development and improvements in well-being in marginal agricultural areas.
• Despite new focus on importance of non-agricultural economic activities for rural growth and poverty reduction, it would be a mistake to transfer public resources that support agriculture such as research and extension) to non-agricultural activities. Instead, support for agriculture needs to increase and support to nonagricultural activities too. And synergies need to be identified.
• Public institutions need to be restructured to facilitate multi-sectoral rural development efforts. Mandates for agricultural ministries tend to be too limited, while ministries for industry and commerce tend to be urban-oriented.
• Agricultural development efforts and support services should also consider how to assist and integrate backward and forward linked activities. For example, the mandate for research and extension services needs to be expanded.
• Policies to improve incentives in rural areas require complementary investments in capacity building to enable poor households to take advantage of the new opportunities.
• A proactive public sector role is needed to assist poor rural areas to increase their attractiveness to the private sector such as investments in infrastructure and services, education and health.
• Local governments need to be involved in the planning process, and the awarding of contracts, permits, and licenses that will encourage private sector development.
• Investments in highway and secondary roads and in education are necessary for any rural development efforts and should be a priority.
• Policies and programs to support rural women, indigenous groups, and others subject to explicit or implicit discrimination are needed, and there are many different ways that they can be helped to better integrate into, and benefit from, the rural economy. 
